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What Happens When Auditors Identify Monetary Benefits?

Our experience has found that the reporting terminology outlined in the
Inspector General Act of 1978, as amended, often confuses people.  To
lessen such confusion and place these terms in proper context, we present
the following discussion:

The IG Act defines the terminology and establishes the reporting
requirements for the identification and disposition of questioned costs in
audit reports.  To understand how this process works, it is helpful to know
the key terms and how they relate to each other.

The first step in the process is when the audit report identifying questioned
costs is issued to FDIC management.  Auditors question costs because of
an alleged violation of a provision of a law, regulation, contract, grant,
cooperative agreement, or other agreement or document governing the
expenditure of funds.  In addition, a questioned cost may be a finding in
which, at the time of the audit, a cost is not supported by adequate
documentation; or, a finding that the expenditure of funds for the intended
purpose is unnecessary or unreasonable.

The next step in the process is for FDIC management to make a decision
about the questioned costs.  The IG Act describes a “management
decision” as the final decision issued by management after evaluation of
the finding(s) and recommendation(s) included in an audit report, including
actions deemed to be necessary.  In the case of questioned costs, this
management decision must specifically address the questioned costs by
either disallowing or not disallowing these costs.  A “disallowed cost,”
according to the IG Act, is a questioned cost that management, in a
management decision, has sustained or agreed should not be charged to the
government.  

Once management has disallowed a cost and, in effect, sustained the
auditor’s questioned costs, the last step in the process takes place which



culminates in the “final action.”  As defined in the IG Act, final action is
the completion of all actions that management has determined, via the
management decision process, are necessary to resolve the findings and
recommendations included in an audit report.  In the case of disallowed
costs, management will typically evaluate factors beyond the conditions in
the audit report, such as qualitative judgements of value received or the
cost to litigate, and decide whether it is in the Corporation’s best interest to
pursue recovery of the disallowed costs.  The Corporation is responsible
for reporting the disposition of the disallowed costs, the amounts
recovered, and amounts not recovered.

Except for a few key differences, the process for reports with
recommendations that funds be put to better use is generally the same as
the process for reports with questioned costs.  The audit report
recommends an action that will result in funds to be used more efficiently
rather than identifying amounts that may need to be eventually recovered. 
Consequently, the management decisions and final actions address the
implementation of the recommended actions and not the disallowance or
recovery of costs.  


